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 Business vehicles and tax—overview 
 
When one or more individuals decide to start a business, they can select an appropriate business 
vehicle from a range of options. There are many commercial and legal reasons which may help to 
determine that choice.  
 
Aside from tax considerations, other major issues to consider include: 
 
•  the limitation of liability if a company or limited liability partnership is used; 
•  the expectations of suppliers and customers; 
•  the ease of administration, including closing down, of an unincorporated business, and 
•  the requirement to publish information such as profits and remuneration in the case of 
companies 
 
All of these factors should be taken into account when choosing a business vehicle. 
 
In addition to these commercial and legal reasons, the tax treatment for each form of vehicle is often 
a key factor to consider. 
 
What choices are available? 
 
The main business vehicles available in Singapore are: 
 
•  a sole proprietorship; 
•  a general partnership; 
•  a limited partnership; 
•  a limited liability partnership, and 
•  a company 
 
A summary of the tax consequences of operating a business in each of those structures is found in: 
Forms of business vehicle—tax summary. A table briefly comparing them is found in: Choice of 
business vehicle—table. 
 
What tax issues arise? 
 
Tax issues that should be considered include:  
 
•  current and expected rates of tax on: 
•  trading profits, and 
•  corporate restructuring; 
 
•  whether the business is expected to generate, or has in the past generated, trading losses; 
•  potential incentives that the business may be able to enjoy; 
•  the amount of residential property that the business may need to own; 
•  whether there are other business vehicles sharing common ownership; 
•  the tax administration requirements applicable to the relevant business vehicle, and 
 •  the future plans for the business, including any plans for expansion or disposal of the 
business 
 
It is noted that the issue of the number of layers of tax in an overall business structure has potentially 
less importance in terms of tax in Singapore than in other jurisdictions. Layers of tax refers to the 
number of taxable entities in the structure. Singapore has applied the one-tier corporate tax system 
since 2003. Hence, corporate income tax is paid by the company on its chargeable income and its 
shareholders are not further taxed when they receive dividends. In practice, therefore, running a 
business as a company largely involves only one layer of tax as well.  
 
A more detailed discussion of how these issues will have an impact on the choice of business vehicle 
is found in: Tax influences on choice of business vehicle. 
 
Incorporation of a business 
 
It is very common for small businesses to start their trading lives as sole proprietorship or partnership 
businesses before being incorporated as a company at a later stage. However, it is prudent to plan 
early to prepare for the potential tax implications of incorporating a sole proprietorship or partnership 
business. The main concern is that unabsorbed losses and capital allowances are generally not 
transferrable from a sole proprietorship or partnership to a company. Furthermore, Goods and 
Services Tax may be payable on the transfer of assets from the sole proprietorship or partnership to a 
company. This is unless it is possible to meet the stringent conditions prescribed for the transfer to be 
classified as a “transfer of a going concern”.  
 
A more detailed discussion of how these issues will have an impact on the choice of business vehicle 
is found in: Incorporating a business and other tax consequences.  
 
  
 
 
Forms of business vehicle—tax summary 
  
When one or more individuals decide to start a business, they can select an appropriate business 
vehicle from a range of options. Aside from other commercial and legal reasons for that choice (see 
Practice Note: Forms of business vehicle), the tax treatment of different forms of vehicles will often 
be a decisive consideration. Before assessing how tax issues influence the choice of business vehicle, 
it is useful to understand the basics behind the taxation of different vehicles.  
 
This Practice Note summarises the tax implications of running a business as a: 
 
•  sole proprietorship; 
•  general partnership; 
•  limited partnership; 
•  limited liability partnership (“LLP”), and 
•  company 
 
For the sake of simplicity, this Practice Note assumes that one or more Singapore-resident individuals 
decide to establish a trading business in Singapore on a commercial basis. This is a summary of the 
general issues and does not cover the detailed rules or application to specific circumstances. 
 
A very brief summary of this information is set out in a table in: Choice of business vehicle—tax 
comparison table. 
 
Sole Proprietorships 
 
Trading Profits 
 
A sole proprietor will be taxed on his gains or profits from his trade, business, profession or vocation. 
Any profits generated by a sole proprietor are included as part of the individual’s taxable income and 
are chargeable to income tax at the standard personal income tax rates. 
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 10(1)(a) 
 
For the Year of Assessment 2018 the tax year (1 January 2017 to 31 December 2017 for individuals), 
personal income tax is payable as follows (subject to any personal allowances and reliefs): 
First $20,000 2% 
Next $10,000 3.5% 
Next $40,000 7% 
Next $40,000 11.5% 
Next $40,000 15% 
Next $40,000 18% 
Next $40,000 19% 
Next $40,000 19.5% 
Next $40,000 20% 
In excess of $320,000 22% 
 
 
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 42, Part A of the Second Schedule to the Income Tax 
Act 
 
Trading Losses 
 
A sole proprietor can set-off losses against his income in several situations. These losses must be 
generated by his trade. 
 
Set-off Against Other Income Earned in the Same Year 
 
Unabsorbed losses are losses which have not been utilised to set-off against income. They may be 
applied against other income generated in the same tax year, e.g. income from employment or savings 
(trade loss relief). The utilisation of losses must be done in a specific manner. It must first be deducted 
against statutory income from the same business, followed by statutory income from any other 
business, and finally, against statutory income from any other source.  
 
The relevant charging provision that deals with trade income is s 10(1)(a) of the Income Tax Act (Cap 
134.) (2014 Rev. Ed.) (“ITA”). If there is still a net loss after using losses to offset s 10(1)(a) income, 
remaining losses can then be applied against other sources of income. 
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), ss 10(1)(a), 37(4) 
 
Carry-forward relief 
 
Unabsorbed losses may be carried forward to future years of assessment. A taxpayer may apply them 
against his future income in a subsequent year of assessment subject to meeting certain conditions. 
Unabsorbed losses can generally be carried forward indefinitely.  
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), ss 37(5), (13), (14), (15) 
 
Carry-back relief 
 
Unabsorbed losses may also be carried back to the immediately preceding year of assessment. The 
total combined amount of unabsorbed losses and capital allowances that may be carried back to the 
preceding year is limited to $100,000.  
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 37E 
IRAS e-Tax Guide: Carry-Back Relief System (Second Edition) (26 May 2014) 
 
 
 
 
 
Capital Allowances 
 
A sole trader may be entitled to claim capital allowances on eligible assets used in his business. If 
claimed, they may reduce the trading profits generated by the business and therefore reduce the 
income tax payable. It may be possible to carry-forward or carry-back capital allowances to other 
years of assessment. However, there are some importance differences between the conditions which 
must be met in order to do so for capital allowances and the conditions which apply to unabsorbed 
losses.  
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), ss 19, 19A 
 
Goods and Services Tax 
 
A business is required to be registered under the Goods and Services Tax Act (Cap. 117A) (2005 Rev. 
Ed.) (“GSTA”) if it makes or reasonably believes that it will make taxable supplies exceeding S$1 
million within a 12 month period. In computing the value of taxable supplies to determine whether 
GST registration is required, sole proprietors must combine the turnover of all the sole-proprietorship 
businesses that they own and income derived from their trade, profession and vocation. In the case of 
a sole proprietorship, the GST registration must be made in the name of the sole-proprietor.  
 
References:  
Goods and Services Tax Act (Cap. 117A) (2005 Rev. Ed.), ss 8(2), 31(1)(a), (3), Sch 1 para 1 
IRAS e-Tax Guide: GST: Do I Need to Register?, Third Edition, 15 September 2015 
 
Partnerships 
 
This paragraph deals with general partnerships, further information on limited partnerships and 
limited liability partnerships is set out below. 
 
For income tax purposes a general partnership is treated as being transparent. Hence, the partnership 
is not a separate taxable entity in its own right. 
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 36(1)(a) 
 
Trading Profits 
 
Each partner is treated as though he is carrying on a separate ‘notional’ trade. This represents his 
share of the partnership activity as agreed in the partnership’s profit sharing agreement. 
 
The partner will pay income tax at the applicable personal income tax rates (see sole proprietorships 
above) on his share of the partnership profits from the general partnership. Income tax will be assessed 
as if he were a sole proprietor, regardless of when and whether he receives all his income from the 
general partnership. 
 
 
 
Trading Losses 
 
Generally, trading losses generated in a ‘notional’ trade can be utilised in the same way as in a sole 
proprietorship. The limit on reliefs also applies (as set out above). 
 
Capital Allowances 
 
A general partnership has no separate legal personality and cannot own any fixed assets. The partners 
have joint ownership of such assets. They will be entitled to claim capital allowances on the assets in 
accordance with their agreed profit-sharing ratio. Generally, capital allowances from a general 
partnership may also be utilised in the same way as in a sole proprietorship. The limit on reliefs also 
applies (as set out above). 
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 36(1) 
 
Goods and Services Tax  
 
A business is required to be registered under GSTA if it makes or reasonably believes that it will 
make taxable supplies exceeding S$1 million within a 12 month period. In the case of a general 
partnership, the GST registration must be made in the name of the firm. Partners wishing to exit a 
GST-registered partnership must notify the Comptroller of GST of this change immediately. A partner 
will remain liable for the GST obligations of the partnership until the Comptroller of GST is so 
notified. 
 
References:  
Goods and Services Tax Act (Cap. 117A) (2005 Rev. Ed.), ss 8(2), 31(1)(a), (3), Sch 1 para 1 
 
For more on the taxation of general partnerships, see Practice Note: Taxation of general partnerships. 
 
Limited partnerships 
 
Limited partnerships are very similar to general partnerships for tax purposes. The information set 
out in respect of the trading profits and losses, capital gains and capital allowances for general 
partnerships above applies generally to limited partnerships as well. 
 
There are some restrictions on utilising unabsorbed losses in the case of limited partners. Such 
restrictions do not apply to general partners.  
 
For more on the taxation of limited partnerships, see Practice Note: Taxation of limited partnerships. 
 
 
 
 
 
 
 
 
Limited liability partnerships 
 
An LLP is commercially regarded as a body corporate and hence, separate and distinct from members 
and directors. However, an LLP is treated as a general partnership for tax purposes and will be treated 
as being tax transparent. The information set out above in respect of the trading profits and losses, 
capital gains and capital allowances for general partnerships applies equally to LLPs. 
 
There are some restrictions on utilising unabsorbed losses. 
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 36(1)(a) 
Limited Liability Partnerships Act (Cap. 163A) (2006 Rev. Ed.), ss 4, 8, 14 
IRAS e-Tax Guide: Income Tax Treatment of Limited Liability Partnerships (LLPs), Second Edition, 
1 March 2014 
 
For GST purposes, the LLP is treated as a body corporate and therefore must register for GST as a 
company and not as a partnership of members. 
 
References:  
Goods and Services Tax Act (Cap. 117A) (2005 Rev. Ed.), ss 8(2), 31(1)(a), (3), Sch 1 para 1 
 
For more on the taxation of LLPs, see Practice Note: Taxation of limited liability partnerships. 
 
Companies 
 
Companies are treated as being opaque for tax purposes. This means that they are a separate taxable 
entity from that of the owners and directors. 
 
Trading Profits 
 
A company will pay corporate income tax on its trading profit. in Year of Assessment 2018 (the 
accounting period ending in 2017 for companies) corporate income tax is charged at 17% regardless 
of the level of profits of the company (but subject to certain rebates and other concessions).  
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 43  
 
Trading Losses 
 
A company can set-off unabsorbed losses generated in any given year against income in several 
situations. 
 
 
 
 
 
 
 
Same-year deductions 
 
Unabsorbed losses can be applied against other income generated in the same tax year, e.g. income 
from savings (trade loss relief). The utilisation of losses must be done in a specific manner. It must 
first be deducted against statutory income from the same business, followed by statutory income from 
any other business, and finally, against statutory income from any other source.  
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), ss 10(1), 37(4) 
 
Group Relief 
 
Companies may transfer unabsorbed losses, capital allowances and donations to other companies in 
the same group. However, the transfer of such relevant deductions can only be between companies of 
the same group in the same year of assessment. The relevant deductions cannot be carried back or 
forward.  
 
Three conditions must be satisfied for two companies to be considered to be ‘in the same group’. 
Firstly, all the companies must have the same accounting year end. Secondly, they must all be 
Singapore-incorporated companies. Thirdly, at least 75% of the total number of issued ordinary shares 
in one company must be beneficially held, directly or indirectly, by the other company. An alternative 
to the third condition is that at least 75% of the total number of issued ordinary shares in each of the 
two companies is beneficially held, directly or indirectly, by a third Singapore company. The 
company holding at least 75% of the shares in the other company must also be beneficially entitled 
to at least 75% of any residual profits and residual assets of that company available for distribution 
to that company’s equity holders. 
 
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 37C 
IRAS e-Tax Guide: Group Relief System, 6 September 2011 
 
Carry-forward relief 
 
Unabsorbed losses may be carried forward to future years of assessment. The taxpayer may then apply 
them against his future income in a subsequent year of assessment subject to certain conditions. 
Unabsorbed losses may generally be carried forward indefinitely. 
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), ss 37(5), (13), (14), (15) 
 
Carry-back relief 
 
Unabsorbed losses may also be carried back to the immediately preceding year of assessment. The 
taxpayer may thus apply them against the income for that year. The maximum amount of combined 
unabsorbed losses and capital allowances that may be carried-back is $100,000. 
 
 
 
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 37E 
IRAS e-Tax Guide: Carry-Back Relief System (Second Edition) (26 May 2014) 
 
Different tax rates 
 
Certain kinds of trade income or certain sources of income may benefit from concessionary tax rates. 
A taxpayer may use unabsorbed losses from an income source subject to a higher tax rate as a relief 
against income from an income source subject to a lower tax rate and vice versa.  
 
However, the value of the deduction must be adjusted such that the tax impact of the deduction would 
be the same if it were deducted in full from either income source.  
 
For example, given a normal tax rate of 10% and a concessionary tax rate of 8%, if a taxpayer sought 
to apply unabsorbed losses of $10,000 subject to the normal tax rate of 10% to deduct against income 
subject to the concessionary tax rate, an adjustment factor of 10/8 = 1.25 must first be determined. 
The adjustment factor must then be applied to the deduction of $10,000, resulting in a $10,000 x 1.25 
=$12,500 deduction applicable to income at the concessionary tax rate. Deducting the $10,000 in full 
for either source of income would result in a tax savings of $1,000 to the taxpayer.  
 
This principle specifically applies to companies only. There is no equivalent for sole proprietorships 
or any of the three kinds of partnerships.  
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 37B 
 
Shareholding Test 
 
A key condition that must be satisfied in order for losses to be carried-forward or carried-back is the 
continuity of ownership requirement. The requirement mandates that at the point where the losses are 
incurred and the point where the relief is sought, at least 50% of the company’s shares must be held 
by the same group of shareholders.  
 
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 37 
 
Capital Allowances 
 
A company may be entitled to claim capital allowances on eligible assets used in his business. If 
claimed, these allowances reduce the trading profits generated by the business and therefore reduce 
the income tax payable. It may be possible to carry-forward or carry-back capital allowances to other 
years of assessment. However, there are some importance differences between the conditions which 
must be met in order to do so for capital allowances and the conditions which apply to unabsorbed 
losses.  
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), ss 19, 19A 
 
 
 
Goods and Services Tax 
 
A business is required to be registered under GSTA if it makes or reasonably believes that it will 
make taxable supplies exceeding S$1 million within a 12 month period. In the case of a company, the 
GST registration must be made in the name of the company itself. 
 
References:  
Goods and Services Tax Act (Cap. 117A) (2005 Rev. Ed.), ss 8(2), 31(1)(a), (3), Sch 1 para 1 
IRAS e-Tax Guide: GST: Do I Need to Register?, Third Edition, 15 September 2015 
 
  
 
 
Tax influences on choice of business vehicle 
  
When one or more individuals decide to start a business, they can select an appropriate business 
vehicle from a range of options. In addition to the commercial and legal reasons for that choice (see 
Practice Note: Forms of business vehicle), the tax treatment of each different form of vehicle will 
often be a decisive factor in whether it is appropriate for carrying on a particular business. 
A summary of the tax implications of running a business as: 
 
•  a sole proprietorship; 
•  a general partnership; 
•  a limited partnership; 
•  a limited liability partnership, and 
•  a company 
 
are dealt with in Practice Note: Forms of business vehicle—tax summary and Choice of business 
vehicle—tax comparison table. 
 
This Practice Note draws together some main tax considerations that may be examined by a person 
or people facing a choice of business vehicles. As a result, it does not consider any anti-avoidance 
principles that might apply in some circumstances. 
 
Layers of tax 
 
Layers of tax refers to the number of taxable entities in the structure. Running a business as a sole 
proprietorship or any of the three types of partnership involves only one layer of tax. Business profits 
are taxed in the hands of the person or people carrying on the business, i.e. the sole proprietor or 
partners. 
 
The use of a company introduces a second layer of tax because the company itself is a taxable entity. 
The company is taxed on its business profits. Furthermore, any remuneration paid to the individuals 
involved or in the distribution of profits to its shareholders may be taxed in the hands of the recipients.  
 
Dividends from a Singapore company which are received by Singapore-resident shareholders are 
assessable to income tax under section 10(1)(d) of the Income Tax Act (Cap 134.) (2014 Rev. Ed.) 
(“ITA”). However, since 2003, Singapore has applied the one-tier corporate tax system. Hence, 
corporate income tax is paid by the resident company on its chargeable income and its shareholders 
are not further taxed when they receive dividends. In practice, therefore, running a business as a 
company largely involves only one layer of tax as well.  
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 13(1)(za) 
 
 
 
 
 
 
 
Rates of tax 
 
As explained in Practice Note: Forms of business vehicle—tax summary, in Year of Assessment 2018 
(which for the purposes of this note means the accounting period ending in 2017 for companies and 
the tax year 1 January 2017 to 31 December 2017 for individuals): 
 
•  a sole proprietor or individual partner in any form of partnership will pay personal 
income tax as follows:  
 
First $20,000 2% 
Next $10,000 3.5% 
Next $40,000 7% 
Next $40,000 11.5% 
Next $40,000 15% 
Next $40,000 18% 
Next $40,000 19% 
Next $40,000 19.5% 
Next $40,000 20% 
In excess of $320,000 22% 
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 42, Part A of the Second Schedule to the 
Income Tax Act 
 
•  a company will pay: 
•  corporate income tax at 17%, regardless of the level of profits of the company (but 
subject to certain rebates and other concessions).  
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 43  
 
The payment of salaries to employees is usually a deductible expense for corporate income tax 
purposes and would therefore reduce the overall tax bill of the company. 
 
Ultimately, the question of which business vehicle will result in the least overall tax being paid will 
also depend on the tax position of the individuals involved outside of the business in question. For 
instance, other considerations include whether they have income from other sources, have losses to 
offset, and whether they need to extract money from the business for their personal expenses. 
 
 
 
 
 
 
 
 
 
 
Losses 
 
An expectation of losses in the business 
 
If the business is expected to generate trading losses, it may be useful to operate as a sole 
proprietorship or partnership at least for an initial period. This is because those trading losses can be 
set off against the individual's other income. This allows the taxpayer to utilise the losses immediately 
instead of carrying them forward for future use. 
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), ss 10(1)(a), 37(4) 
 
If, on the other hand, those losses were generated in a company, they could only be used within the 
company itself, or in limited circumstances, by other companies grouped or associated with it. 
Individual shareholders and directors would not be able to use those losses. 
 
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 37C 
IRAS e-Tax Guide: Group Relief System, 6 September 2011 
 
For further detail on the use of losses by individuals and companies see Practice Note: Forms of 
business vehicle—tax summary. 
 
Tax administration 
 
A sole proprietor or an individual in a partnership will always have to prepare an income tax return 
by the stipulated deadline. Aside from other requirements, this income tax return will require the 
details of the trading profits or losses of the trade he is carrying on. 
 
Choosing a company as a business vehicle brings with it additional administrative cost and effort 
because: 
 
•  the company will have to prepare and submit its own tax return, and 
•  the individual is still likely to have to prepare and submit his own tax return if he is 
receiving any non-trade income such as dividends or interest.  
 
Strategic and exit planning 
 
The tax consequences of the sole proprietor or partners’ projected plans and expected exit from the 
business are also likely to contribute to deciding which business vehicle to choose. 
 
Stamp duties 
 
If the business is run as a company, when it is subsequently sold, shares will have to be transferred to 
the purchaser. Stamp duties amounting to 0.2% of the value of the shares may be payable.  
 
 
 
If the business is run as a partnership, a specific anti-avoidance provision relating to significant 
changes in the partners of the partnership applies. Section 32 of the Stamp Duties Act (Cap. 312) 
(2006 Rev. Ed.) (“SDA”) seeks to catch instances of partners avoiding the payment of stamp duty by 
transferring their interests in an LLP instead of the immovable property itself. This provision treats 
an instrument effecting or evidencing a significant change in partners as a conveyance of immovable 
property, on which stamp duties are payable. There are detailed rules in section 32(2) detailing what 
constitutes a significant change in partners. A change in the composition of partners or an increase in 
the asset shares of partners may be considered to be a significant change. 
 
References:  
Stamp Duties Act (Cap. 312) (2006 Rev. Ed.), ss 32, 32A, 32B 
 
If the business holds residential property, it is important to note that sections 23 to 23D of the SDA 
(known as the Additional Conveyance Duties Regime) may levy stamp duty on transfers of interests 
in business vehicles which are “property heavy”. Business vehicles which are “property heavy” in 
residential property are labelled “property-holding entities”. They are currently defined as those 
entities wherein residential property directly or indirectly make up at least 50% of the total value of 
the entity. 
 
References:  
Stamp Duties Act (Cap. 312) (2006 Rev. Ed.), ss 23, 23A, 23B, 23C, 23D 
 
It is unclear whether the duties imposed under sections 23 and 32 of the SDA can simultaneously 
apply to a single transaction. A plain reading of the relevant sections suggests that nothing would 
preclude such an interpretation. If faced with the possibility of having to pay both duties on a single 
transaction, the taxpayer may wish to check with the Inland Revenue Authority of Singapore on 
whether they would be able to avail themselves of stamp duty remission for one of the duties.  
 
References:  
Stamp Duties Act (Cap. 312) (2006 Rev. Ed.), s 74. 
 
Tax benefits which exclude partnerships 
 
There are certain tax benefits which specifically exclude partnerships.  
 
The ITA specifically provides that partnerships are not eligible to enjoy certain tax exemptions. Part 
IV of the ITA provides for a number of general and specific tax exemptions. For example, section 
13(7A) generally exempts income arising from sources outside Singapore and received in Singapore 
(remitted foreign-sourced income) for individuals. However, this general exemption does not apply 
to income received through a partnership in Singapore. Other specific tax exemptions have a more 
narrowly-defined scope. There are other more narrowly-defined specific tax exemptions that will not 
apply when income is derived through a partnership in Singapore.  
 
References:  
Income Tax Act (Cap 134.) (2014 Rev. Ed.), ss 13(1)(ze), (zf), (zh), (zi), (zj), (zk), (zl), (7A) 
 
 
 
Non-tax considerations 
 
It would be very rare for the tax considerations alone to be the deciding factor in choosing a business 
vehicle. There are major considerations unrelated to tax, such as: 
 
•  the limitation of liability if a company or limited liability partnership is used; 
•  the expectations of suppliers and customers; 
•  the ease of administration, including closing down, of an unincorporated business, and 
•  the requirement to publish information such as profits and remuneration in the case of 
companies 
 
all of which must also be taken into account when choosing a business vehicle. 
 
For further information on these non-tax considerations, see Practice Note: Forms of business vehicle. 
 
  
 
 
Incorporating a business and other tax consequences 
 
Pre-commencement and incorporation expenses 
 
A taxpayer company may not deduct any expenses incurred before the business has commenced. 
Section 14(1) of the Income Tax Act (Cap 134.) (2014 Rev. Ed.) (“ITA”) expressly requires that for 
the expenses to be deductible, they must be wholly and exclusively incurred during the relevant period 
by the person in the production of income. Before a business commences, a company cannot be said 
to be producing income and thus, any expenses will not be incurred “in the production of income”. 
Accordingly, pre-commencement expenses are not deductible.  
 
References 
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 14(1) 
 
In T Ltd v CIT, Tay Yong Kwang J at the Court of Appeal held that it is not necessary to show that 
profits have been made to establish that a business has commenced. The key test is not whether profits 
or losses have been made but whether the taxpayer has established an income-generating asset or 
income-earning structure. Prior to the establishment of such an asset or structure, the taxpayer would 
not yet be in any position to generate any income and section 14(1) of the ITA would not be satisfied.  
 
Tay Yong Kwang J further held that in order to ascertain whether the taxpayer had commenced 
business, it was necessary to enquire into what the business was. This involves an inquiry into what 
the company actually carried on. Reference to the objects clause in a company’s memorandum of 
association is not conclusive for the purposes of this inquiry.  
 
References 
T Ltd v Comptroller of Income Tax [2006] 2 SLR(R) 618  
IRAS e-Tax Guide: Income Tax: Concession for Enterprise Development – Deduction of Certain 
Expenses Incurred Before Business Revenue is Earned (Second Edition), 3 September 2014 
 
Determining the date of commencement of business is a question of fact that is highly dependent on 
the facts of each individual case. However, the Inland Revenue Authority of Singapore (“IRAS”) has 
provided some guidance on this for some more common businesses operations in their e-Tax Guide: 
Determination of the Date of Commencement of Business. 
 
In addition, IRAS grants a concession where it treats businesses as having commenced their 
operations on the first day of the accounting year in which they earn their first dollar from the business.  
 
References 
IRAS e-Tax Guide: Determination of the Date of Commencement of Business, 29 July 2014 
 
Further, section 14U of the ITA expressly provides that revenue expenses that were incurred within 
a year before the business commenced will be deductible had they been deductible if the business had 
commenced at that time. Thus, a business may be able to recover some expenses incurred before 
commencement. However, section 14U of the ITA is limited to revenue expenses. Capital 
expenditures are not covered by section 14U of the ITA. 
 
 
 
We briefly note that the leading case laying out the test for whether an expenditure is revenue or 
capital in nature is the English case of Atherton, as applied by Andrew Phang JA in ABD v CIT at the 
High Court.  
 
References 
Income Tax Act (Cap 134.) (2014 Rev. Ed.), s 14U 
British Insulated and Helsby Cable Ltd. v Atherton [1926] A.C. 205 (HL) 
ABD Pte Ltd v Comptroller of Income Tax [2010] 3 SLR 609 
 
Incorporating an existing sole proprietorship or partnership 
 
This note deals with the consequences and reliefs which are available on the incorporation of a 
business in relation to trading income, unabsorbed losses, capital allowances and GST.  
 
Trading Income and Capital Gains  
 
As a company has separate legal personality, the incorporation of an existing sole proprietorship or 
partnership is a transfer of assets and liabilities from one or more distinct legal persons to another 
distinct legal person. A sole proprietorship or partnership may make a profit on the transfer of the 
assets to the company (or a notional profit, if the assets are transferred without consideration being 
provided).  
 
In such a situation, the badges of trade must be applied to determine whether the profit is in the nature 
of trade income or capital gains. This distinction is significant because trade income is assessable 
under section 10(1)(a) of the ITA, while capital gains are not taxable in Singapore.  
 
The six commonly applied badges of trade are: 1) subject matter of realisation, 2) duration of 
ownership, 3) frequency of transaction, 4) work on property, 5) circumstances for realisation, and 6) 
motive. Generally, any profits or notional profits made on the incorporation of an existing sole 
proprietorship or partnership are very unlikely to be held to be trade income. Consequently, the 
transfer of assets should not result in any income tax liability.  
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Unabsorbed losses and capital allowances 
 
A company has separate legal personality and it is a distinct legal person from the sole proprietorship 
or partnership from which it received its assets. As such, any unabsorbed losses or capital allowances 
which the sole proprietorship or partnership had cannot be transferred to the newly-incorporated 
company.  
 
Transfer of a going concern 
 
The incorporation of an existing sole proprietorship or partnership requires a transfer of the assets of 
the previous business vehicle to the newly incorporated company. Such a transfer would constitute a 
transfer, disposal or supply for the purposes of GST. If the transferring company is GST-registered 
or would be because of the transfer, GST may be payable on the transfer. 
 
In certain circumstances, the transfer may be classified as a “transfer as a going concern”. This is 
subject to the necessary conditions being fulfilled. If so, the transfer of assets can be treated as an 
excluded transaction and it will be treated as neither a supply of goods nor a supply of services for 
GST purposes. This means that a sole proprietorship or partnership does not need to charge GST on 
the supply of the assets making up the business when transferring the assets to the company acquiring 
it. 
 
The conditions that must be met to qualify for “excluded transaction” tax treatment are as follows: 
 
1) The supply of assets must have the effect of putting the transferee in “possession of a business”. 
This means that the transferee must be able to carry on continuous activities that are mainly concerned 
with making supplies to his customers for consideration. 
 
2) The assets to be transferred must be intended for use by the transferee in carrying on the same kind 
of business as the transferor.  
 
3) If only part of the business is transferred, that part must be capable of being operated independently. 
 
4) The business must be a going concern at the time of the transfer.  
 
5) The transferee must already be a taxable person or immediately become a taxable person as a result 
of the transfer.  
 
References:  
Goods and Services Tax Act (Cap. 117A) (2005 Rev. Ed.), s 10(3) 
Goods and Services Tax (Excluded Transactions) Order (2001 Rev. Ed.) 
 
 
  
 
 
Choice of business vehicle—tax comparison table 
  
This table compares the tax treatment of: 
 
•  sole proprietorships; 
•  general partnerships; 
•  limited liability partnerships;  
•  limited partnerships, and 
•  companies 
 
This table does not consider any reliefs or exemptions which may be available to particular taxpayers 
or any anti-avoidance provisions which might apply to particular circumstances. 
 
The rates and thresholds included within the table are for the year of assessment 2018 (which for the 
purposes of this note means the accounting period ending in 2017 for companies and the tax year 1 
January 2017 to 31 December 2017 for individuals): 
 
For further details about the tax treatment of each type of business vehicle, see Practice Note: Forms 
of business vehicle—tax summary.  
 
For further details on the choice between the types of business vehicle, see Practice Note: Tax 
influences on choice of business vehicle. 
 
 Sole 
Proprietorship 
General  
Partnership 
Limited  
Partnership 
Limited 
Liability 
Partnership 
Company 
Tax  
Treatment 
Not a separate 
taxable entity - 
sole trader taxed as 
an individual with 
trading activity 
No separate taxable entity - partner taxed as 
individual on a notional trade representing 
his share of the partnership 
 
Separate taxable 
entity - company 
taxed on all 
profits and gains 
of trade.  
Trading  
Profits 
Income tax at 
marginal rates 
from 0-22% on all 
taxable trade 
profits 
Income tax at marginal rates from 0-22% on 
the profits distributed to each partner 
Corporation tax at 
17% on taxable 
trade profits 
Trading 
Losses 
Can be set off 
against: 
— other income 
from the current 
year 
— other income 
from the previous 
year, and 
— other income 
for future years 
Can be set off for each partner against: 
— other income from the current year 
— other income from the previous year, and 
— other income for future years 
Can be set off 
against: 
— other income 
from the current 
year 
— other income 
from the previous 
year, and 
— other income 
for future years 
 
 
 Sole 
Proprietorship 
General  
Partnership 
Limited  
Partnership 
Limited 
Liability 
Partnership 
Company 
  (limited 
partners subject 
to restrictions 
based on 
contributed 
capital, but no 
such restrictions 
for general 
partners) 
 
 
(partners 
subject to 
restrictions 
based on 
contributed 
capital) 
 
Capital  
Allowances 
Available on 
eligible business 
assets 
Available on eligible business assets Available on 
eligible business 
assets 
Sole proprietor 
owns the assets 
Partners own 
the assets 
Partners own 
the assets 
LLP owns 
the assets 
Company owns 
the assets 
Group 
Relief 
Does not apply Does not apply May apply 
GST Sole proprietor 
registers in own 
name if threshold 
reached 
Partnership registers in own name if 
threshold reached 
Company 
registers in own 
name if threshold 
reached 
 
 
 
 
 
